This study is an event study that aims to investigate how successful the banking reforms measures that has already been done by the Indonesian government in order to strengthen its banking system. There were two events to be investigated in this study, first (1) The banking reforms announcement on March 13, 1999 
Introduction
The currency crisis of Thailand's Baht that happened in the beginning of 1997, slowly but surely has impact on other Asian Countries' currency, through the contagion effect. The crisis has deteriorated the real sector and later on injured the economic growth and even brought the Asian economic towards negative growth (contraction). The prolong crisis, has finally destroyed the banking sectors in Thailand, South Korea, Malaysia, and Indonesia. The emerging of Asian banking problems, indicated by substantial increase of NonPerforming Loans, was caused by the inability of real sectors to comply with its obligations to banks when maturity. On the other hand, banking sectors experienced negative spread as an impact of tight money policy conducted by the government to drive up the currency appreciation.
Other problems faced by the banking sectors was a foreign liquidity problem.
The average maturity of foreign debt by banking sectors was very short, and the depreciation of Asian countries has worsened the situation because foreign debt had become huge amounts.
Those dominant factors above, has been eroding the capital of banking sectors, and has brought the banking sector to an insolvent condition.
The serious problem faced by the banking system in the Asian region has forced the banking authorities to strengthen the banking system through banking restructuring programs, including financial restructuring and operations restructuring.
In the implementation of banking restructuring programs, each Asian countries used different approaches, depending on the characteristics and the depth of the problem faced by its banking sector. In Indonesia's case, to strengthen its banking sector, several measures has been taken, as in Figure 1 . All national banks were classified into three categories based on the level of their CAR, which are categories A, B, and C. a. A national bank is included into category A, if Capital Adequacy Ratio (CAR) equals to or is greater than 4 percent. b. A national bank is included into category B, if CAR lies between minus 25 percent and is less than 4 percent, and c. A national bank is included into category C, if CAR is less than minus 25 percent. These Bank's classification has been done through due diligence was performed by an international auditor agreed by the International Monetary Fund (IMF), the World Bank, and the Asian Development Bank (ADB).
1. Furthermore, as a concrete action, in line with the banking restructuring efforts, and after considering many aspects (i.e. fit and proper test, prospect in the future), on March 31, 1999 Bank Indonesia on behalf of the Government announced a banking reform which consisted of 38 private banks closure, the taking-over of 7 private banks, 9 private banks will be recapitalized, and let 73 private banks to continue their operations without joining the recapitalization program. The nine private banks that were decided to be recapitalized, first must provide 20 percent of recapitalization funds needed or more, and then the government will provide up to 80 percent of the recapitalization fund needed. 
Research Problem
The above two strategic measures that have been implemented by the government, is expected to strengthen the banking sector, return the surviving banks to its profitability, and sustainable growth, and at last to support and accelerate the process of Indonesian recovery. Regarding these strategic measures, there is a question to be concerned. How successful is the implementation of banking reforms in Indonesia, so far?
Objective of the Study
Based on the question above, we are interested to study how successful the implementation of banking reforms held by the government both on March 13, 1999 and May 28, 1999 through investigation of banking stocks performance on the Jakarta Stock Exchange (JSX) around these two events, respectively. By conducting this study, we expect to find a strong positive effect after the announcement of these two events. Furthermore, by using event study we will also test semistrong market efficiency. The Indonesian banking sector has been suffering from substantial non-performing loans overhang and negative spread. As the implications of this condition, the total equity of banking sector had plunged dramatically by 690.75 percent from Rp 41.398 trillion in June 1997 to Rp -244.554 trillion in March 1999. In order to return and strengthen the banking system, the Indonesian Government was forced to conduct the banking restructuring program. The Indonesian authorities approach to restructure banks and dispose of NPL is similar to Thailand's. At the end of June 1997, Bank Indonesia estimated bad loans to account for 13.4 percent of the total loans of the seven state banks, but the ratio rose to about 45 percent in February 1999. Total banking sector NPLs had risen from 10 percent in 1997 to 25 percent in March 1998 and 82.9 percent in May 1999, and the number is expected to be between 75 percent and 85 percent at the end of 1999.
Developing Research Hypothesis
In January 1998, the government set up the Indonesian Bank Restructuring Agency (IBRA) to seek solutions for financially troubled banks and to manage the assets of restructured banks. In April 1998 the Asset Management Unit (AMU) as a subsidiary of IBRA took over its asset management function. The AMU is responsible for managing and selling off bank asset in order to repay the government's massive liquidity injection to the banks. By the end of June 1999, the total asset value at IBRA amounted to about Rp 576.4 trillion (US$ 1 = Rp 6,726) consisting of Rp 230 trillion made up of NPLs from the closed or taken-over banks. IBRA transferred Rp 180 trillion to AMU.
In August 1998, the government announced measures to support bank restructuring to rebuild the banking system through: recapitalization program, improving banking regulations and laws, and enforcing prudential regulations.
Event Identification
There are two events used in this study, first, banking reforms announcement on March 13, 1999, and second issuance of government bonds on May 28, 1999.
Banking Reforms Announcement on March 13, 1999
On March 13, 1999, Bank Indonesia on behalf of the Indonesian government announced a banking reform which consists of 38 private banks closure, the taking-over of 7 private banks, 9 private banks will be recapitalized, and let 73 private banks to continue their operation without joining the recapitalization program. The banking reforms above carriedout by the government to strengthen the Indonesian banking system, is expected to create a solid and competitive banking system in the future. From the market's point of view, this event could be a positive signal or favorable event for the market and in turn could increase the banking stock prices.
Issuance of Government Bonds Announcement on May 28, 1999
On May 28, 1999, the Minister of Finance issued government bonds amounting up to Rp 103.831 trillion to complete private banks' recapitalization, and also issued other government bonds to pay obligations of frozen commercial banks' and rural banks' regarding liquidity support to Bank Indonesia amounting up to Rp 53.779 trillion. The issuance of the government bonds consists of three types as follows: fixed-rate bond, variable-rate bonds and index-linked bonds.
From the issuance of government bonds, it is expected to overcome the insolvency of private banks, especially the recapitalized banks. After injection of funds in the form of government bonds, the banks will have cash inflow from coupon bond payments, the banks will comply with the minimum Capital Adequacy Ratio of 4 percent, and the banks will running their business in a normal condition.
This event could be good news or a favorable event for the market, so it is expected to increase the banking stock prices.
The main criteria in selecting the events to be investigated were the biggest banking reform taken by Indonesia, in order to strengthen and improve the banking system. This event has also been published in numerous media (daily, weekly, monthly magazines, television, radio and etc.). For the limitation of the study, we assumed that the other events along the event periods did not significantly impact the market movement.
In order to have a comprehensive view of the market reaction to the two events, we also test trading volume activity of banking stocks around these two events.
The time horizon used in this study is daily data of banking stocks from January 1997 to June 1999, which consists of estimation period and the event period. The estimation period from January 1997 to January 1999 is used to estimate the expected returns of each banking stock, using Market Model or Single Index Model (SIM). The event period is 31 days, consisting of 15 days before the event date and 15 days after the event date (from t-15 to t+15). The event of banking reforms announced on Saturday, March 13, 1999 (not a trading day) so for research purposes, we assumed March 15, 1999 as the event date.
Literature Study
The research related to the capital market behavior by using event study, was closely related to the test of the capital market efficiency, and has been conducted by numerous researchers in U.S. markets. The research findings in general have shown that the market reacted to the particular events. The research was first introduced by Famma et al. (1969) when they observed how quickly and correctly the market reacted to the announcement of stock splits by using the single-equation market model approach. Pettit (1972) , aims to get some additional evidence regarding the validity of capital market efficiency. He also investigated how quickly and correctly the market reacted to the announcement of dividend payments. The result of his study showed the existence of market's anticipation that was possibly caused by investors who had already had access to information before the announcement. Joy, Litzenberger, and McEnally (1977) examined firms that experienced unanticipated changes in quarterly earnings using three categories based on how actual earnings deviated from expectations: any deviation from expectations, a deviations of plus minus 20 percent, and a deviation of at least 40 percent. These results suggest that favorable information contained in quarterly earnings reports is not instantaneously reflected into stock prices and that a significant relationship exists between the size of the unexpected earnings performance and the post-announcement stock price change. Patell and Wofson (1984) , observed the impact of earning announcement and dividend announcement to the behavior of stock market prices. Their findings supported that there was a positive market returns against the earning and dividend announcements. The impact of earning announcement was seen as stronger than dividend announcement. Asri (1996) , investigated U.S. Multinationals' Stock Price Reaction to Host Country's Governmental Change of Prime Minister Takeshita's resignation. His results concluded that after the announcement date, a significant negative abnormal returns was still obtained starting from the second day to the tenth day after the event date.
Numerous researchers have also performed the study in Indonesia's Capital Market related to the reactions of stock prices on particular events. Suad Husnan investigated the efficiency level of the Jakarta Stock Exchange (JSX) by using observation periods between 1983-1986, the results concluded that JSX has not been efficient in the semi-strong form.
Christina Rusiti (1990) , using investigation periods of 1986-1989, investigated the efficiency level of the Jakarta Stocks Exchange (JSX), and her results concluded that JSX has already been efficient in the semi-strong form. Sartono and Yarmanto (1996) , by using Damodaran model for the periods of January 1992-Desember 1994, documented that JSX has not been efficient in the weak-form efficiency, and tend to overreact. Namusisi (1996) , using investigation periods of 1993-1995, to test the efficiency of JSX by using event stock listing. Her findings supported the semi-strong efficiency of JSX. Susiyanto (1997) investigated the efficiency level of JSX by using three categories of dividend announcement: dividend decrease announcement, dividendunchanged announcement, and dividend increase announcement. His results supported the semi-strong efficiency of JSX by using investigation periods of 1994-1996.
Asri S. W. and Setiawan (1998) investigated the stock price reaction to a domestic political event "The attack of the Indonesian Democratic Party's office on July 27, 1996". Their results show that market was sensitive to the relevant information including political information.
Efficient Capital Market Hypothesis
Efficient capital market hypothesis stated that the capital market is said to be efficient if all available and relevant information is reflected in its stock prices, so there is no room for investors to earn abnormal returns, consistently.
There are three types of Capital Market Efficient Hypothesis that was performed by Famma (1970) , namely (1) weak-form efficient market hypothesis, (2) semistrong-form efficient market hypothesis, and (3) strong-form efficient market hypothesis.
Weak-form efficient market hypothesis happens if historical stock prices has already been reflected into its current stock prices quickly and accurately. As a consequence, if a capital market has already been efficient in the weak-form efficiency, investors cannot earn abnormal returns, consistency by analyzing historical stock price data.
Capital market is said to be efficient in the semi-strong form efficiency if all available and relevant information has already been reflected into its current stock prices. If capital market semi-strong efficiency is correct, investors cannot earn abnormal returns consistency by analyzing all relevant published information.
Strong form efficiency of the capital market will happen if all published and unpublished information (private information) has already been reflected accurately and quickly into its current stock prices. If capital market strong form efficiency is correct, investors cannot earn abnormal return consistently by analyzing both published and unpublished information.
Population, Sample Selection and Methodology
Population is defined as a set of objects, which have the same characteristic. Population in this study is all of the banking stocks that were listed on the Jakarta Stock Exchange (JSX) at the beginning of 1997.
Sample is defined as a part or all of the population, which are taken from the population by using certain methods, as a representative part of the population.
The sample data used in this study comprises of the daily banking stock prices of 15 banking stocks traded on the JSX as a proxy for banking sectors, during the period of January 1997 to June 1999. To be included in the sample, the banking stocks were required to meet the following conditions: 1. The banking stock was listed on the JSX at the beginning of 1997, 2. The banking stock had to be actively traded on the JSX during the period of After considering the sample criteria, there were 13 banking stocks to be included in the sample (Table 2) The daily banking stock returns of each banking stock in the sample were continuously compounded returns, computed as the difference between the natural logarithms of two consecutive daily closing prices, after being adjusted for corporate actions: i.e. dividend payment, stock split, right issue, and so forth: R i,t = ln(P i,t /P i,t-1 ) Note: *) Number of listed shares as of April 1999 R i,t = a return of banking stock i at period t P i,t = a banking stock price at period t P i,t-1 = a banking stock price at period t-1
Compute daily market returns of each period around the announcement day, as follows: For estimating the equilibrium expected rate of return on banking stocks, the Single Index Model (SIM) or the ordinary least square (OLS) market model; were used which estimated period from January 1997 to January 1999 (2 years), as follows:
Where, and where n is number of observation
For each banking stock in the sample, abnormal return (U i,t ) calculated as the difference between actual banking stock returns and the equilibrium expected rate of returns are as follows:
Average Abnormal Return (AAR) of banking stocks is calculated by using the formula:
AAR t = average abnormal return for period t AR i,t = abnormal return of banking stock i at period t n = number of observation.
Calculate Cumulative Average Abnormal Return (CAAR). CAAR is used to measure the impact of cumulative abnormal return on the behavior of observed banking stocks. CAAR p = cumulative average abnormal return of observed banking stocks AAR t = average abnormal return for period t p = number of observed periods.
Compute the difference between Cumulative Average Abnormal Return (CAAR) before the announcement day and after the announcement day for each paired sample as follows: i = 1,2,3,...,n n = number of pared samples.
Calculate average difference between CAAR before and after the announcement day by using the formula:
Calculate standard deviation of the difference between CAAR before and after the announcement day as follow:
Formulate a hypothesis test for two means difference as follow: H o = Significantly, average CAAR (ACAAR) of banking sector before and after the announcement day is the same. H 1 = Significantly, average CAAR (ACAAR) of banking sector before and after the announcement day is not the same. Determine the significant level =0.05.
Calculate statistic test using the formula:
where d is the average difference between CAAR before and after the announcement day, S is the standard deviation of difference between CAAR samples before and after the announcement day, and n is the number of paired samples. Determine the criteria for one-tail test as follow:
Reject H0 if -t (a/2; n-1) < -t statistic Accept H0 -t statistic < -t (a/2; n-1)

Abnormal Return Test
The semi-strong form efficiency goes on to hypothesize that current market prices reflect past price movements plus all other publicly available information. Therefore, if semi-strong form efficiency holds in the stock market, investors cannot earn abnormal returns by analyzing published information, i.e. banking reforms announcement on March 13, 1999 or issuance of government bonds on May 28, 1999. The testing of semi-strong-form efficiency used market model or Single Index Model (SIM) to observe the significance of abnormal returns by using the formula:
= stock return I for period t. R mt = Market return by using IHSG return Calculate t h (T-statistic) with the following formula: m = average abnormal return for population n = number of banking stocks observed s = standard deviation of average abnormal returns Determine the hypothesis criteria:
H 0 is rejected if -t h < t (a/2;n-1) or t h > t (a/2;n-1) H 0 is accepted if -t (a/2;n-1) < t h < t (a/2;n-1)
Trading Volume Activity Test
In order to have a comprehensive view, the objective of this research is also to observe trading volume activity of banking stocks around the announcement of banking reforms on March 13, 1999 and issuance of government bonds on May 28, 1999.
The steps to test the trading volume activity are as follows: For each banking stock in the sample, trading volume activity (TVA i,t ) is calculated by using the formula:
Number of traded shares of banking stock i for period t TVA i,t = Number of shares outstanding of banking stock i for period t
Calculate the Average Trading Volume Activity before the event date (ATVA Before ) and Average Trading Volume Activity after the event date (ATVA Aftet ). The next steps to test the mean difference between average Trading Volume Activity before the event date and after the event date following the mean difference of average abnormal return.
Empirical Evidence
This section contains the empirical findings of the event study which are the banking reforms announcement on March 13, 1999 and the issuance of government bonds announcement on May 28, 1999. Table 3 , and 5 contains average abnormal returns (AAR), cumulative average abnormal return (CAAR), and standard deviation of AAR of banking stocks around these even date respectively, and also we can investigate the pattern of AAR and CAAR around the event date in Figure 2 and Figure 3 .
Furthermore, Table 7 , and Table 9 contains average Trading Volume Activity (ATVA) and standard deviation of
ATVA of banking stocks around the banking reforms announcement on March 13, 1999 and the issuance of government bonds announcement on May 28, 1999, respectively. We observe the pattern of ATVA around these two events in Figure 4 and Figure 5 . Table 3 shows us that there were several bourse days which experienced a significant abnormal return (at 5 percent level), occuring -14, -12, -10, and -1 days before the event date. The abnormal returns were significant on day -14 at -3.64 percent, on day -12 at 5.86 percent, on day -10 at 11.06 percent and on day-1 at -5.84 percent. These findings indicate that before the event date the market conditions was going upward from negative territory to positive territory and then one day before the event date went back again to negative territory. On day 7, 8, and day 12 after the event date, the abnormal return were significantly negative at -4.10 percent, -7.15 percent, and -13.56 percent, respectively. This condition shows that after the announcement date, banking stock 
Notes:
AAR is average abnormal return CAAR is cumulative average abnormal return SAAR is standard deviation of average abnormal return *) significant at 10% level; **) significant at 5% level; ***) significant at 1% level prices were undervalued by the market prices, gradually. This condition happened, caused by some of the following reasons:
(1) The banking reforms announcement on March 13, 1999 that consists of banks closure, recapitalized banks, and takenover or nationalized banks has been anticipated before by the market, because the government delayed this information about two weeks or more before the event date, and also had already been published in numerous medias, so, the banking reforms announcement was too late from the market's perception; (2) there was lack of market's confidence regarding the implementation of government's policies. In the implementation process, there were no clear mechanisms and procedures, so the market doubted and wondered about the success of the implementation of banking reforms in the future. The result of the above t-Test for Paired Two Sample for Means, show that there is no significant difference between average abnormal returns before and after the banking reforms announcement on March 13, 1999, because T-statistic for this test is 0.2538, less than T-critical twotail of 2.1604. 
AAR is average abnormal return CAAR is cumulative average abnormal return SAAR is standard deviation of average abnormal return *) significant at 10% level; **) significant at 5% level; ***) significant at 1% level Table 5 shows us that there were several bourse days which experience a significant abnormal return at 5 percent significant level, occuring -11, -10, -8, -5, -4, -2, and -1 days before the issuance of government bonds announcement on May 28, 1999. The abnormal return were significant on day-11 at -5.80 percent, and then 6.73 percent on day -10, 4.48 percent on day -8, -10.57 percent on day -5, -5.90 percent on day -4, -3.80 percent on day -2, and 3.09 percent on day -1. These results indicated that the market condition was uncertain before the event date. At the second day after the event date, bourse produced negative abnormal returns (significant at 1% level) -13.40 percent, and then turn to the positive abnormal return 9.17 percent (significant at 1% level) at the fourth day after the event date. At the tenth and fourteenth day after the event date bourse back again produced a negative abnormal return (significant at 5% level) -3.84 percent and -6.02 percent, respectively. From these results, it can be interpreted that the second day after the event date the banking stock experienced a bad performance and the stock prices had become undervalued by the market. After reaching the bottom point, banking stock prices moved up to the positive abnormal return 9.20 percent (significant at 5% level). Unfortunately, at the tenth and fifteenth day after the event date, banking stock returns turned back again to the negative territory -3.84 percent and -6.02 percent (significant at 5% level), respectively.
The result of the t-Test for Paired Two Sample for Means shows that there is no significant difference between average abnormal return before and after the issuance of government bonds on May 28, 1999, because T-statistic for this test is 0.6028 less than T-critical two-tail of 2.1604. 
ATVA is average trading volume activity STVA is standard deviation of average trading activity *) significant at 10%; **) significant at 5%; ***) significant at 1%
Continued form Table 7 The result of the t-Test for Paired Two Sample for Means, shows that there is a significant difference between average trading volume activity of banking stocks before and after the announcement of banking reforms on March 13, 1999, T-statistic for this test is -2.6689 less than T-critical two-tail of -2.1604. The negative value of T-statistic, means that the average trading volume activity of banking stocks after the event date is significantly greater than average trading volume activity before the event date. 
ATVA is average trading volume activity STVA is standard deviation of average trading activity *) significant at 10% level; **) significant at 5% level; ***) significant at 1% level The result of the t-Test for Paired Two Sample for Means, shows that there is no significant difference between average trading volume activity of banking stocks before and after the issuance of government bonds on May 28, 1999, because Tstatistic for this test is -1.6426 greater than T-critical two-tail of -2.1604.
Conclusion
The results of this study shows us that the banking reforms announcement held on March 13, 1999 which consists of the closure of 38 private banks, 9 private banks will be recapitalized, and the takenover or nationalization of 7 private banks, did not get a positive respond from the market. In contrast, this event got a negative respond from the market. This condition, has been proved by insignificant difference between banking stock returns before and after the event date. Furthermore, the results from abnormal return test, found some significant abnormal returns around the event date. The magnitude of significant abnormal returns decreased gradually from -3.64 percent on day -14 before the event date, to -13.56 percent on day -12 after the event date.
The result of trading volume activity tests, shows that there was a significant increase on trading volume activity of banking stocks after the event date. The reversal pattern of decreasing banking stock return and increasing on trading volume activity of banking stocks, supported our belief that significant increase was forced by the increasing of selling stocks activity (supply side), which means that the event was an unfavorable event or bad news. It also meant that the success of the banking reforms done by government is being questioned.
There is a reason why the market has responded negatively, and that is the banking reforms announcement was delayed by the government. It was announced two weeks or more before the event date, so market has already responded about the content of the banking reform announcement.
The results from the second event study test, also shows us that the issuance of government bonds announcement for the recapitalized banks and guarantees program on May 28, 1999, was responded negatively by the market. This condition, has been proved by insignificant difference between banking stock returns before and after the event date. The result of trading volume activity test, also found that there is no significant difference between trading volume activity before and after the event date. And, based on the result of abnormal return test, there were market uncertainty responding to the event. Abnormal returns were found significantly both positive and negative abnormal returns.
In general, strategic measures has been taken by the government on March 13, 1999 and May 28, 1999 did not show a positive signal to the market as our expectation. This means that the banking reforms was not successfully implemented from the market's point of view.
The finding from abnormal return test, do not support the semi-strong efficiency of the Jakarta Stock Exchange.
